DECI SION MEMORANDUM OF THE FEDERAL HOUSING FI NANCE BQARD
ACTI NG WTHOUT A QUORUM

Dat e: February 9, 1995
No. 95- DM+ 09

| SSUE: Approval to transfer the responsibility for the
execution and adm nistration of the Federal Home Loan Bank
(FHLBank) Systenmis external financial audit contract from the
Federal Housing Finance Board (Finance Board) to the

FHLBanks, subject to certain ternms and conditions, effective
with the contract for the audit of the financial statenents
of the 12 FHLBanks, the O fice of Finance (OF), the Financing
Corporation (FICO and the conbined financial statenents of
the FHLBanks for the year ending on Decenber 31, 1995.

FACTORS CONSI DERED: The Federal Hone Loan Bank Act, as
amended, established the Finance Board to supervise the
FHLBanks, OF and FICO and to ensure that the FHLBanks carry
out their housing finance mission in a safe and sound manner.

To fulfill these responsibilities, the Finance Board has
required that an independent accounting firm perform annual
audits of the financial statenents of the FHLBanks, OF and

FI CO and the conbined financial statenents of the FHLBanks.
Additionally, the Finance Board has had responsibility for
the execution and admi nistration of the System external audit
contract.

Wiile the external financial audit reports are essential to

t he discharge of the oversight and safety and soundness
responsibilities of the Finance Board, the execution and

adm ni stration of the contract under which an accounting firm
produces the reports is not a function that nust be
acconpl i shed by the Finance Board.

In view of the ongoi ng Governance Project, anti the fact that
one of its top ten priority issues is the external audit
contract, the Finance Board has considered whether it would
be preferable for this function to be perfornmed by the
FHLBanks.

To ensure that the contract is executed and adnministered in a
manner consistent with Finance Board requirenents for

consi stency in accounting practices enployed and presentation
of the financial statements, certain ternms and conditions for
the transfer of the contract nust be included.

DECI SION: The Finance Board approves the transfer of the
respsonsibility for the execution and adm nistration of the
FHLBank System s external financial audit contract to the
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FHLBanks, effective with the contract for the audit of the
financial statenents of the FHLBanks, COF and FI CO and the

conbi ned financial statenments of the FHLBanks for the year

endi ng

on Decenber 31, 1995, subject to the followi ng terns

and condi tions:

o

There must be a single independent external auditor
for the FHLBank Systemn

The auditor nust perform a separate independent audit
and render a separate audit report on the financial
statenments of each of the 12 FHLBanks, OF and FI CO

The auditor nust perform a separate independent audit
and render a separate audit report on the conbined
financial statenents of the FHLBanks;

The audits nust be conducted in accordance with
general ly accepted auditing standards and in
accordance with the nost current Governnent Auditing
Standards issued by the Conptroller CGeneral of the
United States;

The Fi nance Board exam ners nust have access to all of
the external auditor's workpapers;

The auditor nust neet at |east twi ce during the year
with the audit commttee of each Bank, the Board of
Directors of OF and the Board of Directors of FICQO

The auditor nust consult with appropriate Finance
Board staff should any substantive accounting issues
arise during the course of the audits; and

The external financial audit contract that is to be
executed and adm ni stered by the FHLBanks nust be
approved by the Board of Directors of the Finance
Board prior to final award.

Further, in light of this action, Decision Menorandum No.
94-DM 32 i s rescinded.
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